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INTRODUCTION AND EXECUTIVE SUMMARY

Ever seeking to lower the bar for section 271 entry, Verizon urges the Commission to
approve its application for Rhode Island based on unbundled network element (“UNE”) rates
that are not yet in effect, and that are not as low as even the current rates in Massachusetts and
New York. More importantly, however, Verizon seeks to rely on switching rates in New York
and Massachusetts that are known to be excessive, and that those state commissions are in the
process of revising downward to be closer to total element long run incremental cost
(“TELRIC”). This is not a theoretical exercise for WorldCom, for it is these excessive UNE
rates that prevent WorldCom from being able to bring local competition to the consumers of
Rhode Island, just as they continue to block WorldCom from entering the local residential
market in Massachusetts.

Pricing is the single critical issue in Rhode Island for WorldCom. We do not raise
operational support system (“OSS”) issues or other concerns in these comments, because we are
unable to enter the market and have no body of evidence to contradict Verizon’s claim that its
OSS is one unified system that operates uniformly throughout the New England region. As a
practical matter, until pricing is fixed the rest is moot.

Verizon has pricing problems in Rhode Island with both of the most important network
elements required for local competition — switching and loops. The Rhode Island Public Utilities
Commission (“PUC”) itself found numerous TELRIC problems with Verizon’s rates, but has not
required Verizon to correct these problems prior to receiving the PUC’s endorsement. Instead,

on the critical element of switching, the PUC has been willing to accept Verizon’s initial
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proposal for switch usage rates in the ongoing Massachusetts cost case, even though that opening
bid is far too high and has not been scrutinized or accepted even by the Massachusetts
Commission.

The PUC accepted Verizon’s Massachusetts proposal based on the fact that it is
nominally a little lower than the existing switch usage rate in Massachusetts or New York. But
looking only at the usage rate ignores the fact that the switch port is far more expensive in Rhode
Island than Massachusetts or New York. So the proposed Massachusetts rate results in a notably
higher switching rate in Rhode Island than currently exists in Massachusetts or New York even
when relative costs are considered.

But the need for adjustment to bring Rhode Island in line with the existing levels in
Massachusetts and New York misses the more important point. The current switching rates in
New York and Massachusetts are themselves far too high, and are recognized to be too high.
They are simply the wrong rates on which to grant further interLATA entry in the Verizon
region, notwithstanding the Commission’s Massachusetts Order (and our pending appeal). Nor
should the Commission take any comfort from the PUC’s intention to begin a new pricing case
in the Spring. Pricing cases are not quick and the outcome is uncertain. The state commissions
in both New York and Massachusetts are working to improve their rates, but after lengthy
deliberations the New York Administrative Law Judge’s (“ALJ’s”’) Recommended Decision that
cuts Verizon’s switching rates dramatically still has not been implemented.

If Verizon is not willing to wait in Rhode Island until the completion of the new price

case set to begin in the Spring in order to correct the various TELRIC errors that the PUC has

il
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identified, Verizon should adopt in Rhode Island the revised UNE rates of the New York ALJ, or
be expressly required to adopt any subsequent decreases in UNE rates in New York, as a suitable
proxy for TELRIC rates. The rates recommended by the New York ALJ would permit
residential competition to develop in Rhode Island and other New England states for the benefit
of consumers and to fulfill the Telecommunication Act’s goals. But until Verizon’s pricing

problems are resolved, its application for Rhode Island must be denied.

il
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COMMENTS OF WORLDCOM ON THE FAILURE
OF VERIZON’S APPLICATION FOR RHODE ISLAND
TO MEET VERIZON’S BURDEN OF PROVING THAT IT
HAS SATISFIED CHECKLIST PRICING REQUIREMENTS

Verizon’s switching and loop rates in Rhode Island are infected by numerous TELRIC
errors, many of which were identified by the Rhode Island PUC, and cannot be justified based on
a comparison to current Massachusetts and New York rates which are themselves far too high.
Verizon fails to meet checklist item two, 47 § U.S.C. 271(c)(2)(B)(ii), which imposes on Verizon
the burden of proving that it has made available unbundled network elements at just, reasonable
and non-discriminatory prices based on the costs of the elements.

While differences in network costs among states mean that cost-based wholesale rates
will vary somewhat, the FCC has made clear that states are not free to approve rates at any level
they choose as long as they call them “TELRIC.” “[I]t is not the label that is critical in making

our assessment of checklist compliance, but rather what is important is that price reflect TELRIC
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principles and result in fact in reasonable, procompetitive prices.” Michigan Order 1290." A

rate falls within a reasonable range to the extent any departure from the norm can be explained
by specific relevant conditions in the state. “Reasonable range” is not the same as “anything
goes.”

The Commission has made clear that checklist compliance is not a sterile, academic
exercise, but a legislative test to assure that local markets are open for competition. The
Commission adopted TELRIC precisely “to expedite the development of fair and efficient

competition.” Local Competition Order 9 618.

By definition, “cost-based” rates must be supported by cost studies proving that the rates
are derived from the forward-looking cost of providing the leased elements, taking into account
the particular circumstances present in each state. The Commission has specifically stated that it

expects “a BOC to include in its application detailed information concerning how unbundled

network element prices were derived.” Michigan Order 9 291 (footnote omitted). Rates cannot
be proved to be “based on cost” unless there is some way to compare those rates with the BOC’s
underlying network costs. Moreover, in addition to the technical analysis provided by
supporting cost studies, the Commission has found relevant comparisons with rates and inputs in

other states, Kansas-Oklahoma Order 9| 82, 87, as well as comparisons to the costs that are

computed in the Commission’s own Synthesis Model used for setting the universal service

subsidy. Id. 99 80, 84; Pennsylvania Order 9 65.

! Full citations for the authorities included in these comments are included in the Table of Citation Forms.

2
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The Commission is expressly prohibited from granting a section 271 application unless it
has determined whether a BOC has met the requirements for interLATA in-region entry,
including the requirement of cost-based pricing of unbundled network elements. See 47 U.S.C.
§ 271(d)(3)(A). Section 271 also establishes the level of deference the Commission owes to
other agencies’ review. The Commission is required to consult with the Attorney General and to
give “substantial weight” to DOJ’s evaluation. See id. § 271(d)(2)(A). The Commission is also
required to consult with the applicable state commission, but does not owe any particular
deference to its views. See id. § 271(d)(2)(B). The Commission has therefore acknowledged

that it has the exclusive responsibility for determining checklist compliance (Michigan Order

9 282), a conclusion also reached by the D.C. Circuit (SBC Communications v. FCC, 138 F.3d

410, 416-17 (D.C. Cir. 1998)).

Verizon’s switching and loop UNE rates exceed TELRIC levels and are not reasonable.
Even though Verizon is expected to cut its switch usage rates to the level it proposed for those
rates in Massachusetts, the total cost of switching, which includes both usage and port, will still
remain well above TELRIC levels. Frentrup Decl. 4 22. The Rhode Island Commission has
itself identified specific inputs used in setting loop and switching rates that make the rates too
high, and so has directed a cost case to begin in the Spring of 2002. But the Commission cannot
rely on future cost cases to approve current UNE rates and grant interLATA authority now. As

shown in both New York and Massachusetts,” good intentions about future cost cases are a long

2 UNE rates in Massachusetts remain so high compared to retail local rates that no competitor can broadly enter
Massachusetts using UNEs. In New York, even though competitors have entered at least part of the state based on
generous retail rates, high UNE rates have prevented consumers from receiving all the benefits that competition

3
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way from UNE rates that will permit robust competition today. Until input errors, including
those found by the Rhode Island PUC, are corrected and rates reduced to appropriate levels, it

would be arbitrary and capricious for the Commission to grant Verizon’s section 271 application.

I. VERIZON’S SWITCHING RATES ARE IMPROPER

Switching is a crucial input for local competition, but both the UNE rates for switching in
place today and those that Verizon is expected to adopt by February 2002 are unreasonably high

and are not cost-based.

A. Verizon’s Switching Rates Are Not at TELRIC Levels

Verizon initially set its switching rates in Rhode Island using the Switching Cost
Information System (“SCIS”) model. In reviewing those rates, the Rhode Island PUC correctly
identified several errors in the inputs that Verizon used, which are discussed below. WorldCom
is unable to quantify the precise effect of these problems because Verizon has withheld the
information required to make such calculations. Frentrup Decl. § 11. But it is clear that there
are substantial problems with the model and the inputs used for the development of switching
costs that have resulted in rates that are excessive. These problems are not resolved by the
reduction in usage rates that Verizon has proposed in the Massachusetts cost case.

Material Costs

The switch material costs used by Verizon in the SCIS model are significantly higher

than other switch material costs introduced in the state record. The PUC required Verizon to

would otherwise deliver in the form of competitive local-long distance bundled services. Not facing similar costs,

4
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show why those other switch material costs should not be adopted, but only in future TELRIC
filings, rather than correcting the problem now.> However, Verizon should be required to
immediately revise its UNE switching rates to reflect the correct material costs, and resolve the
legitimate concerns raised by the PUC. Frentrup Decl. § 7.

Switch Vendor Discounts

Verizon’s excessive material cost error is compounded by Verizon’s failure to use the
appropriate discount from the list price for switches. Verizon used only the smaller discount
reflected in its contracts for purchases of growth switches, rather than the much larger discount
applicable to new switches. In the development of the Synthesis Model in the FCC’s universal
service proceeding, the Commission determined that it should rely only on the initial switch
vendor discounts — the very substantial discount that a Bell Operating Company (“BOC”)
typically receives when it purchases a new switch — and expressly rejected reliance on switch
growth discounts.* This was appropriate, the Commission concluded, because initial switch

purchases reflected cost-effective forward-looking technologies. USF Tenth Report and Order

9 317. The Rhode Island PUC determined that the appropriate discount would be 90% new and
10% growth switches, but then failed to require Verizon to revise its rates immediately to reflect
this important discount.” Frentrup Decl. 8.

In setting UNE rates, other states have taken various approaches, with some states

Verizon has been able to capture more than 30% of the residential long distance market in New York.
3 PUC Order No. 16793 at 36 (VZ-RI App. F, Tab 34).
4 Although the Commission previously indicated that the Synthesis Model should not be used to determine rate

levels for unbundled network elements, the Commission has stated that the Synthesis Model can be used to compare
the relative differences in costs between states. Massachusetts Order q 40.

> See PUC Order No. 16793 at 35 (VZ-RI App. F, Tab 34).

5
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following the FCC and using only initial switch discounts, while most have used some weighted
average of the initial and growth switch discounts.® A federal court concluded that state
commissions should use the initial switch discount in establishing unbundled switching rates in

Bell Atlantic-Delaware, Inc. v. McMahon, 80 F. Supp. 2d 218, 236-39 (D. Del. 2000).

It is impossible to determine the amount by which switch costs are inflated by Verizon’s
use of the growth discount alone, because Verizon has not reported this input in its filing. It is
clear, however, that using only the lower growth discount is not consistent with TELRIC
principles.

Installation Factor

In addition to inflated switch material costs (from both excessive costs and inadequate
discounts), Verizon also overstates the costs of installing the switches. Verizon added 62% of
the material costs of the switch to cover installation costs, based on its own experience in 1995.
These installation costs reflected Verizon’s practice of installing its own switches, rather than the
more common and economical practice of having the switch vendor handle the installation. The
Rhode Island PUC recognized that Verizon overstated this factor, and ordered Verizon to
provide the installation factors for all Verizon companies in future TELRIC filings, to allow the

PUC to assess the reasonableness of the factor used.” Despite this concern over the incorrect

® The Commission is aware from the record developed in Texas that the switch vendor discount used by the Texas
Public Utilities Commission was approximately 70%. In addition, in the Massachusetts section 271 proceeding,
Verizon eventually permitted WorldCom to provide the Commission with evidence of the very large New York
switch discounts that are on the record as part of the current New York state proceeding to correct switching rates in
New York. On April 5,2001, WorldCom submitted that information in a proprietary ex parte submission in Docket
No. 01-9.

7 PUC Order No. 16793 at 36 (VZ-RI App. F, Tab 34).
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installation factor used by Verizon, the PUC did not require Verizon to revise its switch
installation factor immediately. Frentrup Decl. 9 9.

Even if Verizon had used correct material costs for its switches, its use of an inflated
installation factor of over 60% would significantly overstate switch costs. Of course, as shown
above, the switch material costs are also seriously overstated, which means that applying an
installation multiplier to those inflated material costs further overstates the switch costs. In
short, Verizon’s cost of switching is overstated in two ways — applying an installation factor that
is too large to a base of material costs that is too large. Unfortunately, despite acknowledging
these facts, the PUC has not required Verizon to correct these errors before giving its section 271
endorsement. Frentrup Decl. q 10.

WorldCom is unable to quantify the effect of correcting these errors because Verizon has
not provided in the record in this proceeding the electronic versions of its cost models, nor the
inputs it used in those models. Without access to that information, we cannot provide revised
cost outputs from the model. Frentrup Decl. § 11.

B. Verizon’s Proposed Reduction in Switch Usage Rates Does
Not Make Its Switching Rates TELRIC-Compliant

Apparently recognizing that its switching rates are excessive for the reasons discussed
above, Verizon agreed to reduce its switch usage rates to the level that it has proposed in
Massachusetts. However, these reductions are not sufficient to bring Verizon’s switching rates
down to TELRIC levels, nor have they yet taken effect. Frentrup Decl. § 12. Verizon has made

no showing that its pending switch usage reduction is equivalent — or even close — to the
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reduction that would occur if it were to correct the problems identified by the PUC. Nor has it
made available to the Commission or other interested parties in this proceeding its inputs and
SCIS model to allow a determination of the effect of correcting those problems. Until it does so,
Verizon cannot assert that its new switch usage rate is correct. Frentrup Decl. § 13. In fact, it is
clear from the degree by which it exceeds the analysis of the New York ALIJ that the new rate is
not close to TELRIC levels. Frentrup Decl. 15, Table 1.

Furthermore, Verizon’s rates are indisputably incorrect because it has made no
adjustment to its switch port rate. The switch usage and port rates were set using the same
model and inputs, so the errors that resulted in excessive usage rates also caused excessive port
rates, which Verizon makes no effort to correct. At $4.15, Verizon’s port rate in Rhode Island is
about twice the current rates in New York and Massachusetts, and four times the rates in
Vermont and New Hampshire. Even with the pending switch usage reductions, the combined
port and switch usage rates leave purchasers of UNEs paying a price for switching that is well
above TELRIC, and even above the current very high rates in New York and Massachusetts.
Frentrup Decl. § 4.

Verizon’s justification for not also cutting its port rate is that a loop and a port will
always be bought together, and the sum of the loop and port rates in Rhode Island is lower than
the sum of those rates in New York.® Verizon’s comparison is irrelevant and improper. The
Commission has been clear that the reasonableness of loop and non-loop rates are to be

considered separately. Pennsylvania Order § 66. Loop and port rates are set using completely
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different cost models, and there is no connection between the cost levels for loops and switches.
Loop rates must be shown to be at TELRIC levels on their own, and the switch usage and port
rates must be shown to be at TELRIC levels independent of other UNEs. Frentrup Decl. q 14.

In any case, Verizon’s argument ignores the TELRIC errors made in setting Rhode Island loop
rates (discussed below), as well as the fact that the current loop rates in New York are in the

process of being reduced to levels more closely approximating TELRIC.

C. Switching Rates Excessive Compared to New York and Massachusetts

We dispute the view that an irrebuttable presumption arises when UNE rates in the state
in issue compare favorably with states previously granted section 271 authorization. Here,
however, even with Verizon’s pending switch usage rate reduction, the total switching rates —
port plus usage — are in fact higher in Rhode Island than they are in New York or Massachusetts,
especially after adjusting for the cost differences between the states as measured by the
Commission’s Synthesis Model.” For example, the total cost of switching (usage plus port) in
Rhode Island is 10.4% to 16.5% lower than in New York, while rates in Rhode Island are 15.3%
higher than in New York.'® Frentrup Decl. 9 15, Table 1. The Commission has again made clear

recently that for comparisons between states to be considered valid, the difference in costs must

8 See In re Unbundled Local Switching Rates Verizon-Rhode Island’s Section 271 Compliance Filing, Docket No.
3363, Order No. 16799, at 4 (R.I. Pub. Utils. Comm’n Nov. 28, 2001). The order can be downloaded at

http://www.ripuc.state.ri.us/order/pdfs/VRI271-UNEord16799.pdf.
? Indeed, even the new reduced switch usage rates in Rhode Island are higher than the existing high rates in New
York when adjusted for relative costs in the states. Frentrup Decl. 9 15, Table 1.

The percent difference depends on whether the comparison is with raw or adjusted Synthesis Model (SM) costs.
The raw SM costs are taken directly from the model results from the FCC. The adjusted results remove $3.62 per
line of retail overhead, and re-apportion the remaining wholesale overhead among all rate elements, rather than
loading them only on the loop as the Synthesis Model does.

9
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be compared to the difference in rates. Pennsylvania Order 4 65. The excessive level of

Verizon’s switching rates is even more apparent when the pending Rhode Island rates are
compared to the rates recommended by the ALJ in New York — Rhode Island rates are 134%
higher than New York rates. Similarly, the total switching rate in Rhode Island is 19% above the
Massachusetts rate, even though Rhode Island costs are less than 5% above the Massachusetts
costs. Thus, even though Verizon is expected to cut its switch usage rates in Rhode Island, the
result will still be well above the very high rates that exist in the states Verizon uses for

comparison. Frentrup Decl. § 15.

II. VERIZON’S LOOP RATES ARE NOT TELRIC-COMPLIANT

Verizon has several TELRIC problems with the inputs used to determine loop rates.
Verizon has not provided the cost models and precise inputs used to develop the loop rates on
which it relies in its section 271 application, so it is again not possible to quantify the effect of
Verizon’s incorrect inputs on rates. However, it is clear that correcting these errors would
meaningfully lower loop costs. Until these changes are implemented, Verizon’s loop rates
remain improperly above TELRIC levels. Frentrup Decl. q 16.

Fiber Feeder

First, Verizon assumes use of only fiber cable in the feeder. Although fiber is often the
lowest cost, most efficient forward-looking technology, in some cases copper feeder is cheaper,
such as when customers are located close to the central office. The Commission’s Synthesis
Model and other states’ loop models all use at least some copper feeder. Frentrup Decl. q 17.

DLC

10
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Verizon fails to use GR-303 compliant digital loop carrier (“DLC”) when it uses fiber
feeder. As the PUC rightly determined, GR-303 compliant DLC is the forward-looking
technology, and should be employed in any cost model used to set TELRIC UNE rates."'
Verizon’s loop cost model used no GR-303 DLC, instead relying on the older universal DLC.
Verizon must revise its loop rates to reflect GR-303 DLC before its UNE loop rates can be
consistent with TELRIC principles. Frentrup Decl. § 18.

Structure Sharing

Verizon’s loop rates also fail to reflect the forward-looking amount of structure sharing
that would occur in an efficient network. Rather than recognizing the incentives for greater
structure sharing that would occur in a more competitive market, Verizon has apparently relied
on its historical sharing levels. The PUC recognized that this is improper and directed that future
TELRIC studies should reflect sharing that could be achieved. But the PUC allowed Verizon to
set its rates based on its current levels of structure sharing.'? Clearly, Verizon must adjust the
amount of structure sharing assumed in order to be consistent with TELRIC principles, and its
UNE loop rates must be recomputed accordingly. Frentrup Decl. § 19.

Fill Factors

Finally, the fill factors assumed by Verizon for fiber and copper cable are unreasonably
low, resulting in overstated loop costs. The PUC correctly determined that Verizon’s fill factors

were too low, but merely required the use of alternative fill factors based on its staff’s analysis in

' See PUC Order No. 16793 at 43 (VZ-RI App. F, Tab 34).
12

Id. at 44-5.

11
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any future TERLIC compliance filing."> Those fill factors have not yet been incorporated into
Verizon’s loop rates. Thus, Verizon’s loop rates are not compliant with TELRIC principles.
Frentrup Decl. § 20.

As in the case of switching rates, WorldCom has not been provided access to the cost
models or inputs used to set loop rates in this proceeding. Without this information, we are
unable to quantify the effect of changing these inputs. However, it is clear that correcting these

errors would notably lower loop rates. Frentrup Decl. 9] 21.

B 1d. at 51.

12
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CONCLUSION

Verizon’s Rhode Island application should be denied.

Respectfully submitted,

Keith L. Seat
WORLDCOM, INC.
1133 19" St., N.W.
Washington, D.C. 20036

(202) 887-2993

December 17, 2001
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